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August 2, 1967

The Honorable Wilbur D. Mills, Chairman
House Ways and Means Committee
House of Representatives
Washington, D. C.

Dear Mr. Mills:
The committee on federal taxation of the American
Institute of Certified Public Accountants wishes to express
its general support of H.R. 185 with the modifications
suggested below. Representative Brock Adams introduced
H.R. 185 to amend Section 333 of the Internal Revenue Code
of 1954 to bring up to December 31, 1962 the cutoff point
for stock and securities acquired by the liquidating
corporation.

In June 1965, and again last month, our committee
submitted to the Committee on Ways and Means of the House
of Representatives a series of recommendations for amendments
to the Internal Revenue Code. Among these is a recommenda
tion (No. 26, page 19, 1967 Recommendations) that the cutoff
date with respect to the acquisition of stock or securities
distributed by a corporation liquidating under Section 333
should be changed to a date five years prior to the date on
which the corporation adopts its plan of liquidation. The
reason for our recommendation is stated as follows:
"In determining the amount of realized
gain that is to be recognized by a shareholder
in a Section 333 liquidation, present law
provides that realized gain may be recognized
to the extent that the shareholder receives
money or stock or securities acquired by the
liquidating corporation after December 13, 1953.
Originally, this cutoff date was necessary in
order to prevent the investment of cash in
stock or securities in anticipation of a
liquidation under Section 333. The date is
now unrealistic.”

We believe that a statutory five year cutoff, rather
than a specific cutoff, date is preferable since it would be
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more likely to be a permanent solution to the problem. Further
more, to avoid confusion as to the exact date of adoption of
a plan of liquidation, we suggest that the "cutoff" date be
specified as December 31 of the fifth taxable year preceding
the year of liquidation.
We would be pleased to provide any amplification of
these remarks which you may require.

Sincerely,
s/ Donald T. Burns
Donald T. Burns, General Chairman
Committee on Federal Taxation

cc: Members of the House Ways and Means Committee
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The Honorable Wilbur D. Mills, Chairman
Committee on Ways and Means
House of Representatives
Washington, D. C.

Dear Mr. Mills:
The Institute’s committee on federal taxation
has studied H.R. 411 regarding the income tax treatment
of installment sales following the election of the in
stallment method by a taxpayer previously using the accrual
method.

The bill would amend Section 453(c) of the Internal
Revenue Code which provides partial relief from double taxa
tion on the collection of installment sales arising in years
prior to the election of the Installment method by an accrual
method taxpayer. The amendment would eliminate the partial
relief and would impose an entirely new limitation on the
installment method which we believe would negate the business
purpose for which the installment method was intended.
The bill provides that an accrual method tax
payer electing the installment method may defer reporting
gross profit on Installment sales made in the year of change
and subsequent years only to the extent the total gross
profit attributable to uncollected Installment sales at
the end of each year exceeds the total gross profit attrib
utable to collections on pre-election installment sales
received during a specified period prior to the year of change.

The practical effect of the amendment is to negate
the benefit of the installment method for taxpayers making
the installment sales.
A taxpayer electing the installment method under
the amendment would be unable to defer reporting any un
collected gross profit unless subsequent increases in
(1) installment sales volume,
(2) gross profit margin,

The Honorable Wilbur D. Mills

-2-August 2, 1967

(3) payment terms, or (4) any combination thereof, were
sufficient to increase the total gross profit attributable to
uncollected installment sales at the end of each year to an
amount exceeding the total gross profit attributable to collec
tions on pre-election installment sales received during the
appropriate pre-election period.
In June 1965 and again last month we submitted to
your Committee a series of recommendations for amendments
to the Internal Revenue Code. Among these is a recommendation
(No. 54, page 38, 1967 Recommendations) that complete relief
from double taxation occurring as a result of a change from
the accrual method to the installment method by dealers in
personal property be accomplished by appropriate legislation
in order to fulfill the original Intent of Congress in enact
ing Section 453(c).
The legislation which we envision would provide
that any reasonable adjustment necessary to prevent substantial
distortion of income during the transition period from the
accrual method to the installment method be taken into account
over a ten-year period.
H.R. 411 substantially erodes the long-standing
privilege accorded taxpayers by Section 453 of paying tax
on Installment sales at the time the income to which the
tax relates is collected. Enactment of H.R. 411 would require
a taxpayer electing the installment method for the first time
to commit a greater amount of permanent capital to his business
than a taxpayer already using the method.

We believe that the bill as drafted would severely
limit the operation of Section 453, a provision of the law
which is distinguished for its fairness to the taxpayer and
the Government, and create an unjustifiable inequity among
taxpayers in similar circumstances.
We would be pleased to further develop our comments
at your convenience.

Sincerely,

s/ Donald T. Burns

Donald T. Burns, General Chairman
Committee on Federal Taxation
cc: Members of the Committee
on Ways and Means
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The Honorable Wilbur D. Mills, Chairman
House Ways and Means Committee
House of Representatives
Washington, D.C.

Dear Mr. Mills:
The stated purpose of H.R. 823 is "to reduce
the 50-percent requirement to 25 percent between first
and second levels and to include third-level foreign corp
orations in the tax credit structure if the 25 percent
test is met.”

The Institute's committee on federal taxation is
wholly in accord with the objective of this bill. In
June 1965, and again last month, our committee submitted to
your Committee a series of recommendations for amendments
to the Internal Revenue Code. Among these is a recommenda
tion (No. 64, page 49, 1967 Recommendations) for a reduction
of the 50 percent ownership requirement.
We believe the bill is responsive to the business
conditions that exist today in the area of foreign invest
ment. In many cases it is necessary to have local nationals
own more than 50 percent of the stock of foreign corpora
tions. Furthermore, the corporate structures of foreign
investments are becoming increasingly complex as the result
of such factors as circumstances existing at the time of
acquisition and specialized business arrangements.
We recognize that this proposal could, as the
result of numerous successive tiers, result in a deemed foreign
tax credit in a situation where the ultimate beneficial
ownership by the U.S. corporate shareholder is insignificant.
(Under H.R. 823 such ultimate beneficial ownership could be
as little as .625 of 1% -- 10% of 25% of 25%.) We therefore
further recommend that there should be a requirement that
the U.S. corporate shareholder have at least a 5 percent
ultimate beneficial ownership of voting stock in any lower
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tier corporation. This 5 percent is the same as the minimum
ultimate beneficial ownership which is required under present
law with respect to a second-tier subsidiary (10 percent of
50 percent. )
We further recommend the following specific proposals:

1.

Desired Technical Change in Section 960 Section 960 of the Internal Revenue Code
of 1954 allows a deemed foreign tax credit
with respect to amounts included in the
gross Income of a domestic corporation
under Section 951(a). Present Section
960(a)(1)(B) is parallel to present Sec
tion 902(b). If Section 902(b) is amended,
corresponding changes should be made to
Section 960.

2.

Effective Date - On line 4, page 5, the
phrase "by domestic corporations” should
be Inserted between the words "received”
and "from.” This would make fully clear,
for example, that the bill permits a
flow-through of tax credits from any tier
below the second in any case where the
U.S. corporate shareholder receives a
dividend from a first-tier corporation
after the enactment of the bill. In other
words, whether the payment by the thirdtier corporation to the second-tier
corporation was before or after enactment
of the bill would be of no consequence.

We would be pleased to provide any amplification
of our recommendations which you may deem necessary.
Very truly yours,
s/ Donald T. Burns

Donald T. Burns, General Chairman
Committee on Federal Taxation

cc: Members of the Committee
on Ways and Means
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The Honorable Wilbur D. Mills, Chairman
House Ways and Means Committee
House of Representatives
Washington, D.C.
Dear Mr. Mills:

The committee on federal taxation of the American
Institute of Certified Public Accountants wishes to ex
press its support of H.R. 4458 which would provide that
for estate and gift tax purposes, stock in an open-end
investment company would be valued at its redemption price.
While the committee is in full accord with the
purposes of the bill and the specific language, it believes
that consideration should be given to an amendment which
would provide for a more equitable basis for the valuation
of property subject to the estate or gift tax. It is
recommended that Sections 2031 and 2512 be amended to provide
that in no instance could the value of property subject to
estate or gift tax be greater than the amount that could in
fact be realized by the donor or decedent’s estate.

Last month our committee submitted to you and other
members of the Committee on Ways and Means a series of
recommendations for amendments to the Internal Revenue Code.
Among these is a recommendation (No. 76, page 62) that ex
plains the suggested amendment. For convenience, following
is the explanation' of our recommendation:
"The Internal Revenue Code bases the
gift tax on the value of the gift. This
has been defined in the regulations as the
price at which such property would change
hands between a willing buyer and a willing
seller, neither being under any compulsion
to buy or to sell, and both having reasonable
knowledge of relevant facts.

"The regulations now provide that for
gift tax purposes (as well as for estate tax
purposes) shares of an open-end investment
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company (mutual fund) are to be valued at
the public offering price (asked price),
which generally includes a loading charge.
This is unreasonable. The valuation should be
based on the redemption price (bid price) quoted
for such shares by the company, which is all
the donor (or the executor) could realize on
disposal.

"The Treasury has also amended the Gift Tax
Regulations(and the Estate Tax Regulations) in
regard to the definition of the value of gifts
of property if the item of property is generally
obtained by the public in the retail market.
The fair market value is then the price at
which the item or a comparable item would be
sold at retail.
This provision is inequitable
for the same reason cited for mutual fund shares
in that it could impose a higher valuation for
gift and estate tax purposes than could be
realized by the donor (or the decedent’s estate).
"It is recommended that the provisions of
Sections 2031, 2032 and 2512(a) be clarified to
provide that in no instance could the value of
property subject to estate or gift tax be greater
than the amount that could in fact be realized
by the donor or decedent's estate."

We wish to emphasize that while we believe our amend
ment should be included in the proposed legislation, the
enactment of H.R. 4458 should not be delayed if our suggested
amendment cannot be made at this time.
We would be pleased to provide any amplification of
these remarks which you may require.
Very truly yours,

s/ Donald T. Burns
Donald T. Burns, General Chairman
Committee on Federal Taxation

cc: Members of Ways and
Means Committee
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Committee on Federal Taxation

The Honorable Russell B. Long, Chairman
Committee on Finance
United States Senate
Washington, D.C.

Dear Senator Long:
The committee on federal taxation of the Amer
ican Institute of Certified Public Accountants wishes to
express its general support of S.614 with the modifica
tion suggested below. Senator Warren G. Magnuson intro
duced S.614 to amend Section 333 of the Internal Revenue
Code of 1954 to bring up to December 31, 1962 the cutoff
point for stock and securities acquired by the liquidating
corporation.

In June 1965, and again last month, our committee
submitted to the Committee on Ways and Means of the House
of Representatives a series of recommendations for amend
ments to the Internal Revenue Code. Among these is a
recommendation (No. 26, page 19, 1967 Recommendations) that
the cutoff date with respect to the acquisition of stock or
securities distributed by a corporation liquidating under
Section 333 should be changed to a date five years prior
to the date on which the corporation adopts its plan of
liquidation.
The reason for our recommendation is stated
as follows:
"In determining the amount of realized
gain that is to be recognized by a shareholder
in a Section 333 liquidation, present law
provides that realized gain may be recognized
to the extent that the shareholder receives
money or stock or securities acquired by the
liquidating corporation after December 31, 1953.
Originally, this cutoff date was necessary in
order to prevent the investment of cash in
stock or securities in anticipation of a liquida
tion under Section 333. The date is now unrealistic.
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We believe that a statutory five year cutoff, rather
than a specific cutoff date, is preferable since it would be
more likely to be a permanent solution to the problem. Further
more, to avoid confusion as to the exact date of adoption of
a plan of liquidation, we suggest that the "cutoff” date
be specified as December 31 of the fifth taxable year preced
ing the year of liquidation.
We would be pleased to provide any amplification of
these remarks which you may require.

Sincerely,
s/ Donald T. Burns

Donald T. Burns, General Chairman
Committee on Federal Taxation

cc: Members of the Committee on Finance

